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REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the consolidated and separate financial statements of the Moretele 
Local Municipality and its subsidiary as set out on pages [X] to [X], which comprise the 
consolidated and separate statement of financial position as at 30 June 2013, the consolidated 
and separate statement of financial performance, statement of changes in net assets and the 
cash flow statement for the year then ended and the notes, comprising of a summary of 
significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the consolidated financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
consolidated and separate financial statements in accordance with the South African 
Standards of Generally Recognised Accounting Practice (SA Standards of GRAP), the 
requirements of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA), the Division of Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA) 
and for such internal control as the accounting officer determines is necessary to enable the 
preparation of consolidated and separate financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the consolidated and separate financial 
statements based on conducting the audit in accordance with the Public Audit Act of South 
Africa, 2004 (Act No. 25 of 2004) (PAA), the General Notice issued in terms thereof and 
International Standards on Auditing. Because of the matters described in the basis for 
disclaimer of opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. I was unable to obtain sufficient appropriate audit evidence for property, plant and equipment, 
including the evidence to substantiate the residual values, useful lives and depreciation on 
these assets. This was due to the lack of a properly documented asset register and 
adjustments made for a prior year error. 1 was unable to confirm the assets, adjustments and 
disclosure thereof by alternative means. Consequently, I was unable to determine whether any 
adjustment to property, plant and equipment of R471 286 945 (2012: R353 185 809) as 
disclosed in note 9 to the consolidated and separate financial statements and depreciation of 
R4 921 982 (2012: R1 1 556 698) as disclosed in the statement of financial performance, were 
required. 
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Revenue 


5. I was unable to obtain sufficient appropriate audit evidence that the entity recorded all its 
revenue from services charges, as internal controls were not established over the initiation and 
recording thereof into the financial records and a lack of proper record keeping and internal 
controls over revenue from service charges. I was unable to confirm whether all revenue from 
service charges was recorded by alternative means. Consequently I was unable to determine 
whether any adjustment to revenue from service charges of R19 180 404 (2012: R18 386 079) 
disclosed in note 18 to the consolidated and separate financial statements were necessary. 

Prior period errors 

6. I was unable to obtain sufficient appropriate audit evidence to determine that all requirements 
of SA Standards of GRAP, GRAP 3, Accounting policies, changes in accounting estimates and 
errors was adhered to in the restatement of prior period errors as disclosed in note 36 to the 
financial statements. I was unable to confirm the restatement by alternative means. 
Consequently I was unable to obtain all the information and explanations to determine whether 
these adjustments were necessary. Furthermore, I was unable to determine the effect of this 
limitation on the other account balances and classes of transactions contained in the financial 
statements. 

Receivables 

7. SA Standards of GRAP, GRAP 23, Revenue from non-exchange transactions requires that an 
asset in respect of taxes is recognised, when the taxable event occurs and the asset 
recognition criteria are met. The municipality did not adhere to the recognition criteria as it 
accounted for receivables previously recognised. Consequently, receivables as disclosed in 
note 5 to the consolidated and separate financial statements and accumulated surplus as 
disclosed in the consolidated and separate statement of financial position, is overstated by 
R2 522 876 respectively. 

8. During 2012, 1 was unable to obtain sufficient appropriate audit evidence about receivables. I 
was unable to confirm the receivables by alternative means. Consequently I was unable to 
determine whether any adjustment to the corresponding figure for receivables of R12 392 072 
disclosed in note 5 to the consolidated and separate financial statements was necessary. My 
audit opinion on the financial statements for the period ended 30 June 2012 was modified 
accordingly. My opinion on the current period financial statements is also modified because of 
the possible effect of this matter on the comparability of the current period’s figures. 

VAT receivable 

9. I was unable to obtain sufficient appropriate audit evidence about VAT receivable for the 
current and prior year as a result of an inadequate system to reconcile VAT receivable and the 
actual VAT amounts claimed. There was also an unexplained difference between the VAT 
returns and the financial statements. I was unable to confirm the VAT receivable by alternative 
means. Consequently I was unable to determine whether any adjustment to VAT receivable of 
R8 305 058 (2012; R158 736) disclosed in note 7 to the consolidated and separate financial 
statements was necessary. 

Payables from exchange transactions 

10. I was unable to obtain sufficient appropriate audit evidence that management has accounted 
for all payables from exchange transactions for the current and prior year due to the lack of 
proper substantiating accounting records. I was unable to confirm the payables from exchange 
transactions by alternative means. Consequently, I was unable to determine whether any 
adjustment to payables from exchange transactions of R122 592 837 (2012: R98 916 748) 
disclosed in note 1 1 to the consolidated and separate financial statements was necessary. 
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Employee cost 

1 1 . During 2012, I was unable to obtain sufficient appropriate audit evidence about employee cost. 

I was unable to confirm the employee cost by alternative means. Consequently I was unable to 
determine whether any adjustment to the corresponding figure for employee cost of 

R39 625 878 disclosed in note 27 to the consolidated and separate financial statements was 
necessary. My audit opinion on the financial statements for the period ended 30 June 2012 
was modified accordingly. My opinion on the current period financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 

Expenditure 

12. During 2012, I was unable to obtain sufficient appropriate audit evidence about expenditure. I 
was unable to confirm the expenditure by alternative means. Consequently I was unable to 
determine whether any adjustment to the corresponding figure for the total expenditure of 
R219 619 603 disclosed in the consolidated and separate statement of financial performance 
was necessary. My audit opinion on the financial statements for the period ended 30 June 
2012 was modified accordingly. My opinion on the current period financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 

Irregular expenditure 

13. Section 125(2)(d)(i) of the MFMA requires that the financial statements include particulars of 
all irregular expenditure that occurred during the current and the prior financial years. 

Contrary to this requirement, payments of R4 977 681 (2012: R4 999 602) were identified 
which were made in contravention of the supply chain management regulations but not 
disclosed as irregular expenditure. I was unable to determine the full extent of irregular 
expenditure by alternative means. Consequently, I was unable to determine whether any 
adjustment to irregular expenditure of R31 984 942 (2012: R22 441 499) disclosed in note 43 
to the consolidated and separate financial statements, was necessary. 

Cash flow statement 

14. I was unable to obtain sufficient appropriate audit evidence for the amounts included in the 
cash flow statement due to unexplained differences identified in depreciation and property, 
plant and equipment. I was unable to practicably quantify the misstatements in the cash flow 
statement and notes thereto or verify the amounts by alternative means. Consequently, I was 
unable to determine whether any adjustments relating to the consolidated and separate cash 
flow statement and notes thereto were necessary. 

Aggregation of immaterial uncorrected misstatements 

15. The financial statements as a whole are materially misstated due to the cumulative effect of 
individually immaterial uncorrected misstatements in the following elements making up the 
statement of financial performance: 

• Revenue from property rates disclosed as R3 807 069 is overstated by R1 615 432. 

• Bulk purchase expenditure disclosed as R42 513 174 is understated by R1 105 263. 

As a result, I was unable to determine whether any further adjustments to these disclosures in 
the financial statements were necessary. 

Disclaimer of opinion 

1 6. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
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basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

17. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unauthorised expenditure 

18. As disclosed in note 42 to the financial statements, unauthorised expenditure of R27 291 109 
for the current year and R25 529 from prior years has not yet been dealt with in accordance 
with section 32 of the MFMA. 

Fruitless and Wasteful expenditure 

19. As disclosed in note 41 to the financial statements, fruitless and wasteful expenditure of 

R6 230 647 for the current year and R173 707 from prior years has not yet been dealt with in 
accordance with section 32 of the MFMA. 

Material impairments and losses 

20. As disclosed in note 23 to the financial statements, a material loss of R32 653 649 (2012: 

R34 149 934) was incurred as a result of losses in water inventory. 

21 . As disclosed in note 25 to the financial statements, material impairments of R12 689 454 
(2012: R15 686 686) were incurred as a result of a provision made for impaired receivables. 

Material underspending of conditional grants 

22. As disclosed in the statement of financial position the municipality has materially underspent 
its conditional grants by R19 480 555 (2012: R40 585 390). This was mainly as a result of 
cash flow constraints. 

Additional matters 

23. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited supplementary schedules 

24. The supplementary information set out on pages [X] to [X] does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

25. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

26. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages [X] to [X] of the annual 
report. 

27. The reported performance against predetermined objectives was evaluated against the overall 
criteria of usefulness and reliability. The usefulness of information in the annual performance 
report relates to whether it is presented in accordance with the National Treasury’s annual 
reporting principles and whether the reported performance is consistent with the planned 
development priorities or objectives. The usefulness of information further relates to whether 
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurable and 
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time bound) and relevant as required by the National Treasury Framework for managing 
programme performance information (FMPPI). 

28. The reliability of the information in respect of the selected development priorities and 
objectives is assessed to determine whether it adequately reflects the facts (i.e. whether it is 
valid, accurate and complete). 

29. The material findings are as follows: 

Usefulness of information 

30. Section 46 of the Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) requires disclosure 
in the annual performance report of measures taken to improve performance where planned 
targets were not achieved. Measures to improve performance for a total of 100% of the 
planned targets not achieved were not reflected in the annual performance report. This was 
due to the lack of documented and approved internal policies and procedures to address 
reporting requirements. 

31 . The FMPPI requires that performance indicators be well defined and verifiable and targets be 
specific and measureable: 

• A total of 70% of the indicators relevant to various objectives were not well defined in that 
clear, unambiguous data definitions were not available to allow for data to be collected 
consistently. 

• A total of 70% of the indicators relevant to various objectives were not verifiable in that valid 
processes and systems that produce the information on actual performance did not exist. 

• A total of 70% of the targets relevant to various objectives were not specific in clearly 
identifying the nature and the required level of performance. 

• The required performance could not be measured for a total of 70% of the targets relevant 
to various objectives. 

This was due to the fact that management was aware of the requirements of the FMPPI but 
did not receive the necessary training to enable application of the principles. 

Reliability of information 

32. The FMPPI requires that institutions should have appropriate systems to collect, collate, verify 
and store performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives, indicators and targets. Significantly important 
targets with respect to the development priorities for “Disaster management”, “Public 
participation” and “Special projects” are not reliable when compared to the source information 
and evidence provided. This was due to the lack of frequent review of the validity of reported 
achievements against source documentation. 

33. The FMPPI requires that institutions should have appropriate systems to collect, collate, verify 
and store performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives, indicators and targets. I was unable to obtain the 
information and explanations I considered necessary to satisfy myself as to the reliability of 
information presented with respect to the development priorities for “Technical services”, 

“Local economic development”, “Local economic development of land and traditional affairs”, 
“Sports, arts, culture and recreation” and “Transport and public safety”. This was due to 
limitations placed on the scope of my work due to the absence of information systems. 

Compliance with laws and regulations 

34. I performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice issued in terms of the PAA are as follows; 
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strategic planning and performance management 

35. The municipality did not establish a performance management system, as required by section 
38(a) of the MSA. 

36. The municipality did not set measurable performance targets for the financial year with regard 
to each of the development priorities and objectives and key performance indicators set out in 
the integrated development plan, as required by section 41(1)(b) of the MSA and regulations 
12(1) and 12(2)(e) of the Municipal Planning and Performance Management Regulations 
(MPPMR). 

37. The annual performance report for the year under review does not include a comparison of the 
performance with set targets, a comparison with the previous financial year and measures 
taken to improve performance, as required by sections 46(1 )(b) and (c) of the MSA. 

38. The municipality did not have and maintain effective, efficient and transparent systems of 
financial and risk management and internal controls as required by section 62(1)(c)(i) of the 
MFMA. 

Budget 

39. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of the 
approved budget, in contravention of section 15 of the MFMA. 

Annual financial statements, performance and annual reports 

40. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of non- 
current assets and disclosure items identified by the auditors in the submitted financial 
statements were subsequently corrected, but the uncorrected material misstatements and 
supporting records that could not be provided resulted in the financial statements receiving a 
disclaimer audit opinion. 

41. The 2011/12 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

42. Sufficient appropriate audit evidence that the annual report for the year under review has been 
drafted as required by section 121 of the MFMA, could not be obtained. 

Audit committee 

43. The audit committee did not advise the council on matters relating to internal financial control 
and internal audits, risk management, accounting policies, effective governance, performance 
management and performance evaluation as required by section 166(2)(a) of the MFMA. 

44. The audit committee did not advise the council on matters relating to the adequacy, reliability 
and accuracy of financial reporting and information, as required by section 166(2)(a)(iv) of the 
MFMA. 

45. The audit committee did not advise the council on matters relating to compliance with 
legislation, as required by section 166(2)(a)(vii) of the MFMA. 

46. The audit committee did not review the annual financial statements to provide the council with 
an authoritative and credible view of the financial position of the entity, its efficiency and 
effectiveness and its overall level of compliance with legislation, as required by section 
166(2)(b)oftheMFMA. 

47. The audit committee did not respond to the council on the issues raised in the audit reports of 
the Auditor-General, as required by section 166(2)(c) of the MFMA. 

48. The audit committee did not meet at least four times a year, as required by section 166(4)(b) 
of the MFMA. 

49. The audit committee did not review the municipality’s performance management system and 
make recommendations to the council, as required by regulation 14(4)(a)(ii) of the MPPMR. 
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50. The audit committee did not review the quarterly internal audit reports on performance 
measurement, as required by regulation 14(4)(a)(i) of the MPPMR. 

51. The audit committee did not submit, at least twice during the financial year, an audit report on 
the review of the performance management system to the council, as required by regulation 
14(4)(a)(iii) of the MPPMR. 

Internal audit 

52. The internal audit unit did not advise the accounting officer on matters relating to compliance 
with the MFMA, the DoRA and other applicable legislation, as required by section 
165(2)(b)(vii) of the MFMA. 

53. The internal audit did not audit the results of performance measurements, as required by 
section 45(1 )(a) of the MSA and regulation 14(1)(a) of the MPPMR. 

Procurement and contract management 

54. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulations 17(a) & (c). 

55. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids and 
that deviations approved by the accounting officer were only if it was impractical to invite 
competitive bids, as required by SCM regulations 19(a) and 36(1). 

56. Contracts were awarded to bidders based on points given for criteria that differed from those 
stipulated in the original invitation for bidding, in contravention of SCM regulations 21(b) and 
28(1 )(a) and the Preferential Procurement Regulations. 

57. The preference point system was not applied in all procurement of goods and services above 
R30 000 as required by section 2(a) of the Preferential Procurement Policy Framework Act 
and SCM regulation 28(1 )(a). 

58. Sufficient appropriate audit evidence could not be obtained that contract and quotations were 
only awarded to providers whose tax matters have been declared by the South African 
Revenue Service to be in order as required by SCM regulation 43. 

59. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

Human resource management and compensation 

60. An acting municipal manager was appointed in an acting capacity for a period of more than six 
months, in contravention of section 54A(2A) of the MSA. 

61 . Sufficient appropriate audit evidence could not be obtained that appointments were only made 
in posts which were provided for in the approved staff establishment of the municipality, as 
required by section 66(3) of the MSA. 

Expenditure management 

62. Money owing by the municipality was not always paid within 30 days or an agreed period, as 
required by section 65(2)(e) of the MFMA. 

63. Reasonable steps were not taken to prevent unauthorised, irregular and fruitless and wasteful 
expenditure, as required by section 62(1 )(d) of the MFMA. 

Conditional grants 

64. Unspent conditional grant funds not committed to identifiable projects and not approved by the 
National Treasury for retention, were not surrendered to National Revenue Fund, as required 
by section 21(1) of the DoRA. 
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Revenue management 

65. An effective system of internal control for debtors and revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

Asset management 

66. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 

67. An effective system of internal control for assets (including an asset register) was not in place, 
as required by section 63(2)(c) of the MFMA. 

Consequences management 

68. Unauthorised and fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine the person liable for the expenditure, in accordance with the 
requirements of section 32(2) of the MFMA. 

Waste management 

69. The municipality operated its waste disposal sites and wastewater treatment facilities without 
licenses or permits in contravention of section 20(b) of the National Environmental 
Management Waste Act, 2008 (Act No. 59 of 2008) (NEMWA), section 24(2)(a) of the National 
Environmental Management Act, 1998 (Act No. 107 of 1998) (NEMA), section 20(1) of the 
Environmental Conservation Act, 1989 (Act No. 73 of 1989) (ECA) and section 22(1)(b) of the 
National Water Act, 1998 (Act No. 36 of 1998) (NWA). 

70. The municipality’s operational activities at its waste disposal sites and wastewater treatment 
facilities contravened or failed to comply with the requirements of a waste management permit 
or license and the regulatory provisions in terms of section 67(1)(f)&(h) of the NEMWA and 
section 29(4) of the ECA in instances where such were issued. 

71 . The municipality’s waste management and disposal activities contravened or failed to comply 
with the requirements of section 28(1) of the NEMA, section 19 of the NWA and sections 
16(1)(c)&(d) and 26(1 )(b) of the NEMWA. 

Internal control 

72. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual performance report 
and the findings on compliance with laws and regulations included in this report. 

Leadership 

73. The municipal council did not implement adequate oversight regarding financial and 
performance reporting and this resulted in recurring material misstatements being reported. 
Policies and procedures did not adequately guide financial and performance activities nor 
were their implementation monitored. 

Financial and performance management 

74. Management failed to implement effective controls to ensure that information in the financial 
statements and the report on predetermined objectives were reliable before submission for 
audit. This was mainly due to the inability of management to address the prior years’ audit 
findings, mainly as a result of inadequate supporting documentation and to a lesser extent, 
staff in the finance section not understanding the requirements of the financial reporting 
framework. 
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Governance 

Inuimnm effectively fulfil its oversight function regarding the internal control 

environment over financial and performance information and compliance with laws and 
regulations as ,t did not perform its advisory function to council, 

OTHER REPORTS 
Investigations 

76. An investigation is being conducted by the Special Investigation Unit into supply chain 
management irregularities. This investigation was still ongoing at the reporting date. 

Rustenburg 
30 November 2013 



auditor-general 

SOUTH AFRICA 

Auditing to build public confidence 



9 


